Las Angedes County Development Autharity

December 08, 2020

The Honorable Board of Commissioners 3-D December 8, 2020
Los Angeles County

Development Authority

383 Kenneth Hahn Hall of Administration

500 West Temple Street

Los Angeles, California 90012

Dear Commissioners:

APPROVE AGREEMENT TO ESTABLISH IRS SECTION 115 TRUST WITH THE CALIFORNIA
PUBLIC EMPLOYEES RETIREMENT SYSTEM AND APPROVE THE TRANSFER OF FUNDS TO
THE TRUST
(ALL DISTRICTS) (3 VOTE)

SUBJECT

This letter requests that your Board authorize the Los Angeles County Development Authority
(LACDA) to enter into an agreement with the California Public Employees Retirement System
(CalPERYS) to patrticipate in the CalPERS Employers’ Pension Prefunding Trust (CEPPT) program
and authorize funding of $3.8 million, from funds previously set aside to pre-fund the unfunded
accrued liability.

IT IS RECOMMENDED THAT THE BOARD:

1. Approve and instruct the Chair to execute the Agreement and Election to Prefund Employer
Contributions to a Defined Benefit Pension Plan (Agreement) with CalPERS, for the LACDA to
establish an IRS Section 115 Trust, an irrevocable pension trust, and participate in the CalPERS
California Employers’ Pension Prefunding Trust (CEPPT) fund program.

2. Approve and instruct the Chair to sign the Delegation of Authority to Request Disbursements to
transfer funds to prefund the IRS Section 115 Trust.

3. Authorize the Acting Executive Director or his designee to execute any related documents as may
be necessary to fund the Trust, following approval as to form by County Counsel.

4. Authorize the initial transfer of $3.8 million to the Trust from funds previously set aside to prefund
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the Unfunded Accrued Liability (UAL).

5. Authorize the Acting Executive Director or his designee to make any future contributions at his
discretion, based on funding availability, through the annual budget process.

6. Find that entering into an agreement with CalPERS and patrticipating in the CEPPT is not subject

to the California Environmental Quality Act (CEQA) because the action is not defined as a project
under CEQA and does not have the potential for causing a significant effect on the environment.

PURPOSE/JUSTIFICATION OF RECOMMENDED ACTION

The LACDA is taking steps to better manage the short-term costs and long-term liabilities associated
with pensions. The purpose of this action is to enter into an agreement with CalPERS to fund the IRS
Section 115 Trust through the CEPPT, an irrevocable trust administered by CalPERS. Through the
agreement between CalPERS and the LACDA, the LACDA will transfer LACDA funds to the Trust to
hold, invest, and distribute assets to pay future pension costs for eligible LACDA employees.

Currently, the LACDA funds its UAL by setting aside funds designated to pay future pension costs.
These funds are subject to the LACDA'’s investment policy, which is subject to the California
Government Code, generally yielding lower investment earnings, as compared to the investment
choices available through other options.

There is the alternative of sending the funds directly to CalPERS, but doing so relinquishes the
LACDA’s investment control and oversight to CalPERS. Under Section 115 of the Internal Revenue
Code, a public agency or municipality can create a separate trust to pre-fund its CalPERS UAL. The
Trust is a vehicle for segregating agency funds from general assets for the purpose of funding
pension liabilities. The Trust maintains the LACDA’s control and desired level of risk over the assets
in trust, as Federal and State law allows the agency to invest in a greater array of security options to
maximize returns in long-term investments.

Recent changes in rate smoothing strategies by CalPERS have increased employer contribution
rates in pensions. Funds set aside in a Section 115 Trust can be used to ease budgetary pressures
resulting from unanticipated spikes in employer contribution rates. The LACDA would have the
option to utilize investment earnings from the Trust to fund future year contributions, when the
required contribution is less affordable.

CalPERS is the largest public employee retirement fund (PERF) in the United States. CalPERS has
been a retirement system administrator and has managed PERF trust fund on behalf of California
public employer defined benefit retirement plans since 1932. Presently, CalPERS manages about
$400 billion in PERF assets on behalf of about 2 million members and 2,890 California public
employers. The LACDA has participated in the CalPERS defined benefit pension system since
1983.

CalPERS administers the California Employers’ Retiree Benefit Trust (CERBT) fund program and the
CEPPT. The LACDA has participated in the CERBT since 2011 to fund Other Post-Employment
Benefits (OPEB) for retiree health benefits. Currently, the CERBT manages about $11 billion in
assets on behalf of 570 California public employers. The CEPPT began operations in July of 2019.
Presently, the CEPPT manages about $8 million in assets on behalf of nine California public
employers.
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FISCAL IMPACT/FINANCING

There is no impact on the County general fund.

The first payment to the trust will be made by June 30, 2021, and is comprised of $3.8 million in
LACDA funds. The funding consists of $3.8 million in LACDA program funds set aside in prior fiscal
years to pay for the Trust.

Based on CalPERS’ Actuarial Valuation report as of June 30, 2018, LACDA'’s UAL was $43 million,
84% funded ratio. Since this payment will be deposited into the Trust, there is no immediate impact
to the LACDA's UAL position after the fund transfer.

FACTS AND PROVISIONS/LEGAL REQUIREMENTS

Due to the unique nature of the service and its critical importance to the benefits program, the
LACDA is willing to execute the Agreement with a clause indemnifying CalPERS for the IRS Section
115 Trust (CEPPT). CalPERS currently has 578 public entities participating in prefunded programs
of which 21 are both CERBT and CEPPT participants. The LACDA'’s Risk Management department
and County Counsel have reviewed the indemnification language in the Agreement.

The Agreement and the Delegation of Authority to Request Disbursements have been reviewed and
approved as to form by County Counsel, and are attached to this letter.

ENVIRONMENTAL DOCUMENTATION

This action is exempt from the provisions of the National Environmental Policy Act pursuant to 24
Code of Federal Regulations, Part 58, Section 58.34 (a)(3) because it involves administrative and
management activities that will not have a physical impact on or result in any physical changes to the
environment. The action is not subject to the provisions of CEQA pursuant to State CEQA
Guidelines 15060(c)(3) and 15378 because it is not defined as a project under CEQA and does not
have the potential for causing a significant effect on the environment.

IMPACT ON CURRENT SERVICES (OR PROJECTYS)

The recommended actions will allow the LACDA to better manage the short-term costs and long-
term liabilities associated with pensions and reduce unfunded accrued liabilities.




































BOARD OF ADMINISTRATION
CALIFORNIA PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

BY

ARNITA PAIGE

DIVISION CHIEF, PENSION CONTRACT AND PREFUNDING PROGRAMS
CALIFORNIA PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

To be completed by CalPERS

The effective date of this Agreement is:

06/17/2019
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. CalPERS

California Public Employees’ Retirement System
California Employers’ Pension Prefunding Trust (CEPPT)
400 Q Street, Sacramento, CA 95811

www.calpers.ca.gov

Delegation of Authority to Request Disbursements

California Employers’ Pension Prefunding Trust
(CEPPT)

RESOLUTION
OF THE

Board of Commissioners of Los Angeles County Development Authority

(GOVERNING BODY)

OF THE
Los Angeles County Development Authority

(NAME OF EMPLOYER)

The Board of Commissioners of Los Angeles County Development Authority delegates to the incumbents

(GOVERNING BODY)

in the positions of Executive Director and
(TITLE)
Deputy Executive Director andlor
(TITLE)
Director of Finance and Budget/CFO authority to request on behalf ofthe
(TITLE)

Employer disbursements from the Pension Prefunding Trust and to certify as to the purpose

for which the disbursed funds will be used. "
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Date Decrmoee & 2020

ATTEST: CELIA ZAVALA By . ey~ Revised 0772019
EXECUTIVE OFFICER Elizabetff Pensington skl

CLERK OF THE BOARD OF SUPERVISORS Deputy County Counsel
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